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Credit fee: 0. 75%

Currency: US$ Single Currency

Facility (QC

The main objective of this programis to expand the
public sector's macroeconomc and fiscal managenent
capacity and strengthen its financial nanagenent.

The specific objectives are to: (i) build nmacro-
econom ¢ and fiscal planning capacity; (ii) make tax
adm nistration nore efficient and effective; and
(iii) strengthen financial managenment through changes
in the institutional and | egal framework and
oper ati onal inplenentation.

The program i s ained at produci ng greater operational
i ntegration of macrofiscal progranm ng, budget fornmu-
l ati on and execution, and financial nanagenent in the
public sector. Through the program the institutions
in charge of macrofiscal programmng and financial
managenent will be strengthened and noder nized: the
M nistry of Planning and Economic Policy (MPPE); the
Mnistry of Finance and Treasury (MT); and the
Ofice of the Conptroller CGeneral of the Republic
(C&XR), in the agreed upon areas. The program
conprises three subprograns: (i) strengthening of
econom ¢ anal ysis (US$4,283,000); (ii) modernization
of t ax admi ni stration (US$5, 720, 000) ; and
(iii) strengthening of financi al managenent
(US$1, 539, 000).
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ENVI RONMENTAL
CLASSI FI CATI ON:

BENEFI TS:

Rl SKS:

At its neeting of August 1, 1995, the Environnent
Conmittee classified this as a Category Il operation.

This programis main benefit wll be the progress
achieved in securing greater operational integration
of macrofiscal programm ng, budget fornulation and
execution, and financial management in the public
sector.

The subprogram to strengthen economc analysis wll
make it possible to draft regular reports on the
status and outl ook for inportant econom c vari abl es;
assess the inpact of economc policies; and inprove
budget execution and the allocation and handling of
public funds.

Through the subprogram to nodernize tax admnistra-
tion, the tax collection systens wll be consol -
idated, efforts will be nade to curb t ax evasion and
i ncrease fiscal revenues, and the custons adnministra-
tion will be strengthened. For the private sector,
the greatest benefits will be a reduction in unfair
conpetition and inproved taxpayer services.

Under the subprogram to strengthen financial manage-
ment, the anount of tine and nobney spent processing
transactions will be cut significantly, by adopting
principles of public financial mnmanagenent based on
the "integrated account™ concept.

The main risk facing this operation would be the
inability to transfer disbursenent functions fromthe
CCR to the IMHT. To offset this risk and guarantee
that the transfer of functions will take place, an
intermnistry agreenent has been concluded that
defines a strategy for incorporating the Treasury
into the IVHT. In addition, a contractual condition
for the loan is that the MHT and CGR sign an action
pl an and agreenent on the ternms of the transfer.

The other risk lies in the difficulty of reassigning
functions and responsibilities of some of the
agencies involved in fiscal and financial managenent.
To counter this risk, the programw |l place special
enphasis on reviewing the regulations, on the basis
of a consensus between the MPPE, the MIT, and the
CG&R, and will support the inplenentation of recomen-
dations arising from that review Furthermore, the
program has been structured as a single operation in
order to fully neet the requirenments of the various
agenci es; an interagency coordination conmttee
(CON wll be set up to ensure that actions are
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consistent and to validate reconmendations arising
fromthe program

The direct hiring of the United Nations Devel opnent
Programme (UNDP) to carry out the admnistrative
support activities for the program coordinating unit
(PCU) is proposed (paragraph 3.9). In addition,
aut hori zation for the direct hiring of the Inter -
American Center of Tax Admi nistrators (CAT) for the
conponent s invol ving revenue nmanagenent and fi nanci al
control and the Information Systenms Directorate in
the WHT is al so proposed (paragraph 3.10).

Bi ddi ng procedures for the procurenent of goods and

services and the hiring of consultants will conform
to the Bank's procedures. International competitive
bidding will be required for the procurenment of:

(i) goods val ued at US$250, 000 or nore; and (ii) con-
sul ting services valued at US$200, 000 or nore.

The Bank's strategy in Panama for 1997-1998 is to
expand the benefits of social policy, in particular

to include vul nerabl e or di sadvantaged groups (growth
with equity), promote environmentally sustainable
devel opnent, foster sustainable econom c devel opment,
and strengthen governance. In this last case, the
Bank will assist in the strengthening of the institu-
tions responsible for economc and fiscal managenent.

The proposed operation is fully consistent with the
Bank's strategy for nodernization of t he State and is
very much in keeping with the government's program
and with the efforts that the country is naking to
noder ni ze gover nment .

This program does not contain any direct poverty -
reducti on conponent.

Conditions precedent to the first disbursenent :
Evi dence is to be provided to the Bank's satisfaction
that: (i) the MPPE has set up the CON and the PCU
and has hired the executive coordinator and the
necessary support staff (paragraph 3.7); (ii) the
M PPE has signed an agreenment with UNDP for program
adm nistration (paragraph 3.9); (iii) the MPPE has
signed an agreenment with CIAT for execution of the
revenue managenent and financi al contr ol and
Information Systens Directorate conponents (para-
graph 3.10); (iv) the government has agreed to an
action plan for the Treasury, wth an agreenent
signed by the MHT and CGR (paragraphs 3.23 and 3. 24);
and (v) the executing agency has subnmitted a work
program based on the matrix of contents agreed upon
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wi th the Bank (paragraph 3.39).

QG her conditions: (i) the Bank will require that
progress, md-term evaluation, and financial reports
be submitted (paragraphs 3.31, 3.40, and 3.41);
(ii) up to US$800,000 in expenses incurred prior to

the date of |oan approval wll be recognized (para-
graph 3.32); (iii) the priority studies described in
paragraph 3.22 will be contracted out and conducted
as indicated; (iv) annual nonitoring neetings will be

hel d (paragraphs 3.36 and 3.37); and (v) the MPPE is
to provide evidence that the MHT has begun the second

stage of the action plan to set up the Treasury
(paragraph 3.25).



